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On the Causes of the Post-war Inflation in Occupied Japan
A Preliminary Consideration
Kazuhiko MOCHIZUKI
On August, 14 1945, the Japanese government had decided to accept the Potsdam Declaration
which demanded her to surrend unconditionary. The Allied Powers came to Japan to occupy in
order to deprive Japan of military capabilities. For that purpose, the GHQ, the sovereign of Japan
in those days, made numbers of reform from writing the constitution to land reform in agricalture.
In the first half of occupied days, the Japanese experienced a severe inflation. In this paper, we
consider the causes of the inflaton of this period.
At first, we take monetary causes which existed during the war. In order to wage war, fiscal
expenditure continued to increase and the expenditure was financed by the increase of govern-
ment debt. Up to the defeat the government debt reached twice of GDP. And the government
made huge payment to the firms which supplied arms and military equipments after the defeat.
In result money supply jumped up in the period of defeat that was one cause of the severe infla-
tion after war.
But there is anothor cause for inflation, that is, real one. There must be excess demand com-
pared to supply for inflation. For inflation to be severe, there must something to impede the in-
crease of production. There were two real causes for inflation, that is, the reparation and ban to
external trade.
After the defeat the army of Allied Nations occupied Japan in order to destroy the ability to
wage war. The GHQ imposed Japan reparation in kind and severe restriction to international
trade which impeded Japanese industrial activities after war. Economic turmoils inflicted Japan
until the GHQ turned the policy from depressing the Japanese economy to sustaining one.
The severe inflation ended when the industrial activity recovered. In the occupation era three
groups got advantage from the inflation, that is, the government and the banks and tenant farm-
ers. The inflation altered the distribution of assets. Many Japanese inflicted huge loss by the de-
crease of nominal value of monetary assets through the inflation. We can say, therefore, the
inflation of occupied Japan was a by-product of the occupation policies.
